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ABSTRACT 

The entry into force of the protocol on th st. blishm nt of the East African Community 
Customs Union in January 2005 w, . pr th. t th' East African Community was working 

towards its long term vi 1 n o nn I ~ns t African Political Federation. The co-

operation and unity o th · I : tst \ ri :\ll p opl has been and still is strategic and important 

( nttn ·ntal point of view, leading to a widening and 
deep ·ning rc.: •H.1nal 1n •r t • n in T a ·t Africa. The coming into force of the EACCU has 
rnigc.:d th · attru llv n ·s and c mpetitiveness' of the East African Market and has given 

pcratorg within th re i n more confidence in making strategic and competitive decisions 
£ r the bu ·ine · de,·elopment of the East African region in addition to making it a more 
attrnctive inYe tment location. 

Howeyer many existing East African investors have had mixed feelings on the ongotng 

implementation of the EACC especially on the influence it would have on their businesses. 

The manufacturing sector in Kenya, for example, through the Chairman of the Kenya 

ssociation of Manufacturers (KA :t) expressed concerns on the effects that would arise 
from implementation of the EACCU and suggested the need for protection of the Kenyan 
companie from other East African investors. Some firms in the manufacturing industry 

were optimi tic while others were pessimistic on the EACC . It is due to these concerns 
that I saw the need to undertake this project in order to inve tigate whether the • C had 
po tti,·e or negatiYe influence to the manufacturer in Kenya. 

'1 he obj ctive of the tudy "a to detcnnine the influence of th • ~ \ n th 

performance of lected ~dibl oil firm 10 K nya. It '\ as a ca tud · of :>.·o dibl tl 
m. nufactur ·ho ar im·olv d in th :portation of dibl oil t the I• st Afric. n region. 

·r m the tud · it \\a tabli h d that th • \ partner tat h. nnomzcd 

in[i nn d umcnt cion, du th ir u tom 

limin t 

tl m nu ur 

II 



CHAPTER ONE: INTRODUCTION 

1.1 Background 

African countries have pursu d r n. 1 inr 'gr. ri n arrangements to accelerate their 

economic developments. u h . m tH .' l1< ld promise for individual countries and the 

continent as a whole . nd th · r 11m one rni analysis of costs and benefits to inform the 

e pectations o what su h tr .1n' m ·nt an tl!alistically achieve and to help them succeed. 

I ~ast fri ·a h•1s h ·n · · 1 ur ·u d r ·gional mtegration arrangement through the establishment 

of the Em•t 1".111 mmuru n the 30th November 1999, the new1 East African 

conummity Treaty wa igned b the EAC Partner states of Kenya, Tanzania and Uganda; it 

came int force on the -th Jul 2000 upon ratification by the three partner states. The treaty 

·tates that 'the partner tates undertake to establish among others ...... a Customs Union, a 

Common market, ubsequently a monetary union and ultimately a political federation .. .. .' 

( rticle 5.2) 

'\ ith a vision to create wealth, raise the living standards of all people of ast Africa and 

enhance the irltemational competitiveness of the region through irlcreased production, trade 

and in estments, the East African regional irltegration process was envisaged to be a 

progressive process. The movement from one level of economic integration to the other was 

to be through negotiated protocols. In line with this undertaking, the EAC Customs ruon 

Protocol was signed on 2"d :farch 2004 ratified end December 2004 and came into force on 

151 January 2005. It is only five years after the new EAC was established that the Custom 

nion protocol took effect. EAC disposed off the fir t immediate tep of e tabh hing a free 

trade area. integration erve a an example for the •. \C integrati n pr ce but though 

it took the E decade to e tabh h a cu tom union, <.. C ad pted a very ti ht schedule to 

imp! ment th ~\C Cu tom nion a a mile tone tm ard · a political £ d ration. 

1.1.1 R gi n 1 Int rati n 

lnt u n t11e pro cr ti n or m t o 

n 



to an organization spearheading the cooperation. It is an arrangement in which three or 

more countries with common interests come togeth r t achieve those interests as opposed 

to the respective national tnterest . R gi n. 1 int ·nti n involves political and economic 

aspects. The deepest level of int gmtt n ts th c < nomi union for which major economic 

policies arc coordinated and tht: inrr lu t1nn < f n mon ·tary union made possible (Ngeno et 

al 2002). Many natwns h. v · n .1 I· 't·\ 1.1! ;~tt •mpts to form economic groupings, which have 

resulted into ~ ·v · .Il (>I m n oop •ration. The rationale for regional economic 

grouping ·nn b · ~ tld t th n · d f, r larger markets for the goods and services of member 

countries. a thuttl n f a m re efficient division of labour and more efficient economic 

development wluch leads to improvement of the standards of living of the people living in 

the member state r bera, 1998). Creating regional trading blocs has become an increasingly 

p pular approach to reduce trade barriers (Odera, 2005) . 

There are De levels of regional econormc integration with each succeeding level of 

integration involving a greater cooperation among member countries. These are: Preferential 

Trade Area, Free Trade Area (FTA), Customs Union, Common Market, Economic Union 

and a Political Union. (Ball, 1996). The Free Trade Area (FTA) involves the elimination of 

tariffs on trade among member countries while retaining their original tariffs against the rest 

of the world. The Customs nion involves elimination of tariffs among member countries 

while establishing a Common External Tariff (CET). The Common Market is a cu toms 

union with free movement of factors of production (labour and capital). The 'con mic 

nion i a common market with a unified monetary and fi cal policy. 1o t nati nal 

government invoh·ed in an economic uruon, reltnqw h control over natt nal cconotruc 

policy to the group. •or example, the · uropcan nion 1 an cconormc union and u cs the 

Lura a the common curr ncy. ndcr a Political ni n, all cconormc policies at· umfi d 

and m mb r t tc c to b paratc ntitic . l•or c. ampl th 

an ,.j t nton. 

ti n rmc ctivi • indu tri l cth·it · in r 

th im -bl nd 

m h · t b h ndl 2). 



1.1.2 Trade in East Africa 

Regional integration in East Afnca has been b !\ c 'n th three East African countries of 

Kenya, Uganda and Tanzarua and h s b t:n g ing on for many decades with varying trade 

patterns. The three East fri n unrt 1 • h.\ ·njoy ·d a 1 ng history of co-operation under 

successive rcfrional an au 't'O\t'tH. "ll h .L th East African Common Services Organization 

(1961 1967) and th · J! 1 t ri jll c mmumty (1967-1977). The latter collapsed due to both 

intcrnnl and · · t ·m tl l1 1 • 'hi h \! ere then not supportive of regional integration. The 

three countric · h.w • stablished diplomatic ties and have signed protocols of trade and 

investment thr u h regtonal integration. The volume of trade between the EAC countries is 

still small taken together, intra-regional trade accounts for only 10% of total trade. The only 

ignificant flm i between ganda and Kenya, the later exporting 15% of its goods, mainly 

finished con umer goods to the former. 

Kenya is perceived as more developed than Uganda and Tanzania (UNDP report, 2005). 

Uganda, Kenya and Tanzania signed a treaty in 1999 to re-establish the East African 

Community after the original community collapsed in 1977 (EAC secretariat, 2004). After 

the coming into force of the EAC Customs Union protocol, a rule of asymmetry was applied 

with respect to goods originating from Kenya in such a way that goods from Kenya to either 

of the partner states, could attract internal tariffs on declining balance in the next five year 

while goods from the partner states to Kenya or among themselves will attract no tariff. 

After the mitial five-year period, the community will become a fully-fledged cu tom uruon 

with good from all member countne attracting no tanff . 

1.1.3 Th Ea t African Community 

'lh • t \fric n tnmum • 

and nzam , ).·ith it I lc dqu rt r l . ted in \ru h , 

nd th nit I R public o 

thr 

th t h p nn r un n n th m 



customs union, a common market, subsequent! r a monetary union and ultimately a political 

federation. (EAC Treaty, Article 5.2). In line with this, the EAC customs union protocol was 

signed on 2"d March 2004, ratified nd f D mb r _004 and came into force on 1 '1 January 

2005. 

1.1.4 a t Mrican u t )fn · l ni(\1\ 

A ustoms Ill lit an pportunity to optimize complementarities in trade, 

investment and pt du ti n of the participating countries. The main objectives of the 

nr ': t be alue and promote regional trade, Enhance cross border and foreign 

investment. I romote efficiency and production within the Community through fair 

competiti n and competitive advantage, Promote economic development and diversification 

of indu tries. The protocol states that Partner States shall, upon coming into force of the 

EACCU eliminate all internal tariffs and other charges of equivalent effect on trade among 

them, in accordance with the Provisions of Article 14 of the Protocol. (Article10). The 

EACCU established a 3-band Common External tariff (CET) of 0, 10 and 25% for raw 

materials, intermediate goods and finished products respectively, which has ultimately 

changed the structure of protection in Kenya (Kiringai, 2004) and will consequently affect 

Kenya's trade in the region and beyond. 

1.1.5 The Edible Oils Industry in Kenya 

griculture account for about 24% of Kenya' GDP with an . timatcd 75% of th 

population depending on it either directly or rndirectly. Veg table oil i f th k , sub 

ector of agricultur \vith o ·bean and palm oil b ing th leading ourc 

\'e ctabl oil in the world r p cti\' ly. \t pre nt Ken ·a' c.lom tic pr 

tone (I ~PZ r port, 6). The k y pia ·r rn 

·t ct the oil fr e1m th c.l 

in pr duction of 

il 

oil 

nc.l . I o produ c 

nn uit bl or 

th 



agenc1es like Kenya Agricultural Research Institute and Kenya Revenue Authority. The 

processing and refining companie repre ent th pri ate sector and related development 

partners including large-scale grower and m. 11-s . 1 farm rs. 

Currcndy there arc about 0 \ 'C ·r. bk t)i\. 1 111 ·rs in th · countq. The exporting companies 

include Bid o il r · In ·n · ·• K \I \ il 1 111 r:-~, Palmac oil refiners, and Pwani oil refiners. 

'l'hcsc compani ·~ ·n ' ' l • in th 1 du uon f ooking oils, fats edible oils, copra oil and 

orn oil am >n , >lh ·r >tl 'ome of these oil refiners are also involved in the 

growin, > yeg il rop and in supporting small scale farmers in better farming 

m ·th ds t increa ·e the ,-egetable oil production in Kenya. Kenya exports mainly to the East 

frican ommunity and the CO .. fESA 2 region as well as Europe and it is ranked as 15 

' orld, ide in e.'\.rport of \egetable fats and oils and their fractions3 

1.2 Research Problem 

The first major stage in the integration process of the East African Community was the 

coming into force of the Customs Union on January 1, 2005. However, only one year 

afterwards, the business community ha begun to raise a lot of complaints regarding the 

Customs nion. There are mixed reactions to date, on the ongoing implementation of the 

EACC . The edible oils industry being one of the top ten export earners of the I enyan 

government (Centre for Business Information in Kenya (CBIK)- xport Pr motion ouncil, 

2006) 1s a yery crucial contributor to the GDP of the Kenyan economy and there£ r • th 

need to en ure it gro' th and development both 1n Kenya and be}ond th En t \fncan 

region i paramount. 

With th vanou 

~a n d [I r . comprch 

to n ure 

pr m u n m ur n r 

fr m th on om implcm ntation of the b \ 

n th influ nc of th to 

ur rc rn 

th I \ .. p pl . l • tud • th 

, there 

in the 

r 



focused on the influence of the EACC on the performance of Kenyan firms in the edible 

oils industry as one of the sub-sectors in the manufnctw:ing sector. 

The Kenya Association of M, nu , tur rs t\ M) hainnan in the beginning of 2005 

expressed the need for m 'sur ' rh.u \\ r' important t cushion the Kenyan companies 

because I cnya had/ s b · ·n or I t o :,om · of its benefits as the EACCU came into 

efC• t. (l'hc Standntd Bu in 

op ·n up her murk ·t t l i.iul · 

anua 2005). ganda also demanded that Kenya should 

andan goods while at the same time, lock certain Kenyan 

pr du ts rom th .mdan market. (I he East African, January 10-16 2005). 

1 his case study focu ed on two firms in the edible oils industry who raised various concerns 

in regard to its ongoing implementation especially with the example of the Tanzanian 

GoYernment failing to comply with the rules of the Common External Tariff hence affecting 

edible oil manufactures in the other two East African states. The Tanzanian Finance 

1Iinister, Zakia Meghji while reading his 2006 budget suspended the zero tariffs on crude 

palm oil imports for one year and imposed a duty of 10% in a way to protect local farmers 

(The East African 11th July 2006). This recent decision by the Tanzania government to delay 

application of the Common External Tariff (CET) on crude oil as agreed with Kenya and 

ganda under the customs union had provoked a bitter dispute between manufacturer and 

the oilseed industry. Discussions on this are still ongoing amongst the various stakeholders. 

It wa therefore paramount for me to take an inve tigatlon on the performance of 

manufacturing firm in the edible oils industry before and after the (curr ndy being 

implemented) o a to be able to determine the mfluence tt ha on the p rformancc of the 

edible oil firm in Kenya. 

Reaction in oth r indu tri · of th cc n rruc of the thr I• a t \ frican tat 

in oth r ct r , 1 r ~ . mpl rcc nt r action fr m th motor ,·chicle indu t indicat th 1 



brand new cars face closure of business as the effects of the East African Customs Union 

that was launched, begins to bite. (The Ea t fricnn W ekly Newspaper, May 22-28t" 2006). 

Local manufacturers of consumer g 

consumer goods drop.. 10 d" u1 rht. .\1 

electrical g od. (th · 1 atl · 111ti 111 l u in . :-. \! 

t 'd, as duties on majority of fast moving 

in lud' ooking oils, tinned foods and 

·I ly, January 2005). There is also a scramble 

for business tn J'a<;t nu' r r ompani • position themselves strategically to exploit 

the prcvnilin • and m ·r •in im· <>tm nt opportunities with a view to reaping maximum 

bcncftts. 

Thou h the u tom nion is relatively new (2005 to 2006, only one year old) in East 

frica only a fe\ tudies on its influence have been done. A previous empirical study has 

been done to survey the effects of the East Africa Community Customs Union on the food 

and beverage industry (Odera, 2005). A comprehensive gender analysis of the 

implementation of the EACC has also been done to indicate the opportunities and 

challenges that exist for the small-scale women traders in cross border trade (F S & CCGD, 

20054
). The committee on Trade and Investment of the East African Legislative Assembly 

CEAU-CTI) has also been involved in EAC border visits as well as carried out public 

hearings as a general survey of the problems various businessmen/traders experience at the 

border points during cross border trade within the EAC states (The ast frican, 7-13 

August 2006). 

HoweYer there is no empirical study that ha been done to find out the mflu nc of the Ea ·t 

\frica Cu ·tom nion on the performance of the ~dible otl mdu try 111 K nya. ·n1 r for , 

to fill in that knowl dg gap, thi tud ' ought to invc tigat the influ nc of th I \ n 

th perform nc f th dibl oil indu try b for and aft r th · cu t m umon 

t nnirun f th cu t m uni< n in 

ppr pr:i. tc m ch. ni m r imprm in , th 

un n th pr pt 

Ul 



1.3 Research Objective 

To determine the influence of the ~· t \fri . n ommunity Customs Union on d1e 

performance of selected edible otl frrms tn 1· en :-~. 

1.4 Significance of th tmly 

The findings fwm tlus ·tu lr \\'ill I important to the following groups of people: 

To the (.ovcmm ·nt 1l I ~ ·n a (1. lini tric · of Trade and Industry, and the East African 

p ·rati m) as 1t ;nil b a ba i · for knowing the influence of the EACCU on economic 

d 'vclopmcnt and will al o form a basis for the government to do a comprehensive analysis 

on odu!r ·ect r · of the econom . This is especially so because in the previous East African 

Community, before its collapse in 1977, the Kenyan manufacturing sector was growing at 

12°10 but dropped to 3.6°'o in 1980 due to the loss of sales volume to Tanzania and ganda 

(Gmrernment of Kenya National Development Plan 1979-1983). 

To The Kenya Revenue Authority and The East African Community Secretariat, it will 

increase the need for an efficient and effective system that will serve the East African people. 

It will also act as a source for carrying out surveys and education programmes for the 

cu toms officials at all border points. This will improve trade between the three a t African 

state through better and favourable laws and policies that promote fair yet competitive 

trade. 

To the manufacturer and bu ine men on the need to take the mo t appropriate m a ur • · 

in trade ·uch a rationalizing operation , right sizing, r locat111g or cl ur' of op ·rations, 

retrcnchin increa.ing capacity, and hence be in a po ·ition to gi,·e r ·c mm •ndations on 

trategie nd polici to inlpro,•e the inlplcm ntation pr c . To ' \ 1, to carry out 

en iuz ti n m un ~ r their m mb r n th pohci 

•• th me c mmuru •, 1 lt1 it 

th 



CHAPTER TWO: liTERATURE REVIEW 

'There is not a single example i'n 1110 f'rtl hi.riO!Y qlrl 1'01111/ry .r!lcces.ifui!J det;e/oping without trading 

and integrating with tbe r,fob 1/ • 110 t)l ·: } ({/1t~y . fr1d!J (N 'W York Times 24th April 2001 by 

Thomas Fried M n) 

This sc tion d ·s ·nb ·-.: iso;u in t 'onal cconormc integration and looks at Kenya's 

manu fa turin,. s · t ·f · and after independence and measures the government took to 

d ·vel p the manufacturing ector of the economy. It also seeks to describe the concept of 

performance indicator of performance and the factors that determine the overall 

performance of fum . It further seeks to relate the performance of firms with the regional 

integration as well as a brief history of the East African Community and its evolution to a 

customs union whose influence on performance is the main purpose of this study 

2.1. The Concept of Regional Integration 

The growth of regional trading blocs or regional integration agreements is one of the major 

international relations developments of recent years. Most industrial and developing 

countries in the world are members of one or more regional integration arrangement . 

early sixty percent of world trade takes place within such agreements. (World-Bank,2000). 

fost regional trading blocs have one major objective of reducing barrier to trad b 1:\ ccn 

member countrie . At their unple t they merely remove tariffs on intra-bl c trade m go ds 

but many go beyond that to cover non-tanff barri r and to e.·tcnd hb ralizati n t tr. de 

and inve tm nt. \t their de p ·t the· have th objectiv of cononuc union and the· invoh 

the con truction of a hared : cutiv , judici. 1 and lc · lativ in ·titution. 

n · intc ti d on < nc or m n: o the thr r co •niz d ppr ) he to 

lilt 

n, 1m 1 n 

mmum nan lph 17. n 



coordination in planning and implementation of productive activities. The development 

approach, has elements of both market and production integration with an emphasis on the 

equitable development through compens. t ry . nd rrective initiatives. The degree of 

economic integration5 can be cat gom d inr si.· stn 'S: the Preferential trading area, the 

Free Trade Area, the ust ms L ni n, th .< mmon Market, the economic union, and the 

political union (E A t ·pot 1. ll I) \ h t ·as most scholars recognize the six stages of 

economic int ·grntiPn th w ·. H . .tl di tingUI~h ·s five increasing levels of regional economic 

integration (1"1' . u.;t m· ni n, f onomic nion and Political Union) (Ball, 1996). ach 

succccdin .-1 ·v lmv h· s reater cooperation among the block. 

2.1.1 Preferential Trade Area 

A Preferential Trade Area is a trading bloc which gtves preferential access to certain 

products from certain countries. This is done by reducing tariffs, but does not abolish them 

completely. It is an arrangement in which members apply lower tariffs to imports produced 

by other members than to imports produced by non members (ECA report, 2004). n 

example of a preferential trading area is one formed by the EU and the ACP countries that is 

the EU-ACP partnership agreement. It can be said to be the weakest form of economic 

integration. 

2.1.2 The FTA (Free Trade Area) 

The e tabli hment of an ITA involves the commitment to eliminate internal barrier· to 

trade among member ' hile mruntairung an mdependent pohcy again t non m mber . I·or 

xample, the lorth menca ree Trade area .\ • A) compri ing of anada .\, and 

fexico; Latin \mcrica frc I rude • r a (I \Vf \) wh1ch compri · s of Arg nun. , Bra :ttl, 

Boli,·ia, hile, Colombia, l•cuador, Paragu. }'Peru ruguay. nd \ nczucl.. 

2.1.3 Cu t m . ni n 
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countries. The Customs Union may be defined as a merger of two or more customs 

territories into a single customs territory in which custom.s duties and other measures that 

restrict trade are eliminated for sub tnntt. ll · · ll tr. d between the merged territories 

(CO MESA, 2004). For example, th E. sr A fri n us toms Union (EACCU) and the 

Southern Africa ustom. nton ( l 

2.1.4 ()tutu ltl M trk ·t 

In a omtnon Mark t. th sam tariff structure as in the Customs Union is maintained but 

barriers to th m yement f labour and capital are removed. A common market is a customs 

union with c mmon policie on product regulation, and freedom of movement of all the 

four factors of production (goods, services, capital and labour). In addition to the customs 

union, in a common market the movement of the capital and the labour also becomes free. 

It is almost the same as a single market, but a single market focuses also on removing the 

physical, technical and fiscal barriers among the member states. 

2.1.5 Economic Union 

This is characterized by the harmonization of economic policy beyond that of the common 

market. An economic union requires further coordination of macro economic policie uch 

a interest rates and exchange rates. It seeks to urufy monetary and fi cal policie among it 

member state . A common currency, a permanently fixed exchange rate 1 a crucial a p ct f 

II 



countries. However they have a common goal of seeking to benefit from trade creation, 

economies of scale and product differentiation, and efficiency gains, through policy 

coordination that result from implementati n of r i nal integration. 

Increased capacity to produc · , ntl r .Hk' m. nuf:\ tor ·d goods is a cornerstone of regional 

economic communtty'!> tnt • •r.uit~o ort. :tnd one that should help boost Africa's 

unenviable shar · <> Wl)rlu c 1 i · in m nufa tur ·rs. ltimately, Africa's regional integration 

efforts will be jud, ·d r th ·. tent to which they help the continent pool its rich and rare 

rcsour · ·nd wm nt· t nhance economic prosperity, alleviate poverty and improve its 

p sili 11 in the w rid. The ab ence of industrial sophistication is one of Africa's greatest 

weaknes ·e' conoroic Commission for Africa, 2004). African countries recognize that 

industrial e)..-pansion has a vital role in transforming their economies from overwhelming 

dependence on production and exports of primary commodities to technologically advanced 

manufacturing. Yet most countries have rudimentary, fragile manufacturing capacity. For 

example the EAC 's industrial objectives emphasize identification and elimination of 

constraints to industrial comparative advantage promotion of resource based small industries 

and agro- processing industries, promotion of balanced industrial growth, increased export 

of industrial goods, and introduction of environment and quality standards. 

2.2 Some Challenges Facing Regional Integration in Africa 

One of the mam challenge facing trader /exporter m Africa i cumber 'Otn 

documentation procedure , madequate or delayed export compen atlon, and inadcquat. 

foreign e:change and e.·change rate fluctuation . ' ire, 1993). Himination of ad barrier 

and adoption of comm n inYe tment policie do not n c equit lblc 

c.li tributi n, In t ad th · support the tendency of inv tment to cone ntr. t • on th r 1 U\ 1, 

· nc d countri 
of commitm 

t in th failur 
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the same objectives, for example, the EAC and ADC and COMESA in which some 

countries have dual membership (Odero 2005). Kenya and Uganda are in COMESA while 

Tanzania is in SADC and the three are all in • \ h n dual membership. 

2.3 Some benefit. of R gion:\1 int gmt ion in Africa 

The benefits of n·J.,>"ional mt · •r.ui Hl .u nuinly gains from new trade opportunities, larger 

markets and incrc:a~<:d llllf ·citi n ·nabl · · 2000; World Bank 2000b). Integration raises 

returns on inv ·~ltn ·nt". f'.l ilitat · larger mvcstmcnts and induces industries to relocate. 

Re ional intc ~rati n can c nunit government reforms, increase bargaining power, enhance 

cooperation and impr ,-e ecurity. Regional integration is a means to improving welfare in 

participating countrie and not as an end in itself. 

2.4 History of the Kenyan Economy In Relation To the Manufacturing Sector 

2.4.1 Pre independent Kenya 

Kenya was a British colony that was charged with provision of raw materials to the British 

Empire. It was mainly agricultural driven with coffee, tea and sisal as the major GDP 

producers. (Christian Council of Kenya, 1955). The industrial and manufacturing sector was 

barely developed, though some large manufacturers like the ast African Breweries (1922), 

British American Tobacco (1907) and Magadi soda (1911) were already in operation in 

Kenya. There was no protection given to the local indu tries since the economy wa very 

small and too poor to gain from the policies that were m eXl tence then which were being 

con idered on an Ea t African ba 1 and not a Kenyan ince the three countn . f l'ast 

.Afnca were under Briti h rule. Therefore comparue· were tarted mo tly m K nya to cater 

for the entire ea t frica reg10n. Therefore Kenya benefited mor from th wider mark t 

for good and ser\'ic compared to h r n tghbour, T nganyik. and . nda ). hi 1956). 

uch b ncfit h v g nc a bi ~way in n gotiating for Kenya' po ition in the cu tom union 

ay. 

2 .. 2 Po t Indcp nd n 
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government policy on manufacturing aimed at encouraging growth of local industries in 

order to displace imports. Institutions were put in pbce to achieve industrialization. For 

example Kenya Industrial Estates (KI --) to n urng small scale investments, industrial 

development bank (IDB) to provtde d ,. 1 pmcnt loans to invest in manufacturing sector 

and industrial and commer 1.1 1 ,.d 1 m~nt orporati n (I DC) to partner with other 

investors. The governm ·nt tt> 1k ·• ,. r rol in production and marketing of goods and 

'offcc Marketing Board, Pyrethrum Board of 
set-vices through pam"t 1t.1l 

l enyn, nnd 'l'ta B Mrd l 1 11) :l. pcrativc societies were also formed and supported by 

th · g vcnun ·nt t ·nc ura agribu ine s. 

2.5 An overview of The East African Community 

The first East frican Community (1967-1977) was the first regional integration 

arrangement fashioned and driven by the East African people themselves (EAC secretariat, 

2004). t that time it was one of the most advanced arrangements in the world. The -. C 

responded to the needs of the people and yielded immense benefits to the East African 

society such as the direct and indirect employment to thousands of the East Africans. When 

the EAC collapsed there was a dismal economic performance that was experienced in the 

1980s and 90s. The break up made each of these countries more vulnerable to the impacts of 

globalization (EAC secretariat, 2004). 

fter the demise of EAC in 1977, the East frican countrie negotiated and igned a 

medtatlon agreement in 1984, whtch had a provi ion for future pur uit f cooperatl n. Thts 

provision facilitated the Head of tate to meet and agr ed on the revival f the l:.a t African 

cooperation. \ eric of actions 1 d to the igning f th agr m nt (the permanent 

Tripartite ommi ion) for Fa t J\frican c op ration on 3 th 0\'cmbcr 199 . nd thi led 10 

the c tabli hm nt of th 1-:.A ccrctari. t in \ ru h. on 14 march 1996. ~ · ith.in th peri d 0 

th trnt • (1997-2 ), th thr c1 untric n oti t d th tre. t • for th 

). 'Ilt I I nd th t nit d 
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Treaty entered into force on July 7'h 2000. The EAC was law1ched on January 15, 2001 

(EAC secretariat 2002). 

According to the EAC Treaty, p p!t: cntr ·d, private-sector-led, market driven, 

internationally competitive an 1 susr. irullt lk dopm ·nt in East Africa will be facilitated in 

different, but ovcrbpptn' plus lilt mwon, namely; the Customs Union to be 

established as the ·ntr, po111t t, th ~ mmunity, A ommon Market, A Monetary Union, 

and ultitnat ·ly: a P ltu ·.ll F d raci n f the East Africa States. 

2.5.1 The Ea t African Community Customs Union (EACCU) 

The first pha e of integration, which is the East African Customs Union protocol, was 

signed on 2"J !arch 2004 (EAC Secretariat 2004) and came into effect from 1 '1 January 2005 

and implementation is on going. The EACCU comprises of 44 articles that fall under various 

groups; first, the interpretations, gives all the interpretations of all technical terms used in the 

protocol. Secondly, the Establishment of the EACCU which outlines the provisions, 

objectives and scope of the EACCU such as the customs administrations, trade 

liberalization, trade related aspects, export promotion schemes, special economic zones, 

exemption regimes and general provisions. 

Thirdly, the transitional provisions on the elimination of the internal tariffs which tates that 

the establi hment of the EACC shall be progres ive in the cour e of transition period of 

five year from the commg into force of the protocol. Fourthly, the common xt mal tanff 

(CET) that e tabli he a three band C •T' tth a rrururnum rate of 0% for raw matertals, 1 O% 

for intermediate good and 25% on fmi h d go d . 

Th c ection of th protocol giv a ba i for trade within th b\ bloc . nd how it i 

guided nd regulated nd h nc the di cu ion on the perform. nee of the edible otl trm 

ill Ia I b dra\\n fr< m th •r\ ~ . 



2.6 The Concept of Performance 

Collins compact dictionary (1999) defines P rformnn ns 'to fulfll'. Performance is how well 

one can fulf.t.l the requirement of thctr j bs (I nriuki, 2005) . Performance is critical for 

excellence and survival of a omp.tn . P~·rfMmnn ' is the process by which executives; 

managers and supervisors wurk rc .1h 111 mployee performance with the firm's goals 

(Ivanccvich, 2001). Ptr ~lflll.lll ~· i al c e ·n in terms of how well the objectives of a 

particular task is rn ·t. 1 ) kin at th • quality of one's work or looking at the quality of the end 

product. In tmd ·r ·tanc.hn the concept of performance, it is important to be more concerned 

with the amonnt of effort that has been put in an activity and the ability that might have 

been used (Ka.riuki (2005). 

Indeed companies listed in the Nairobi Stock Exchange (NSE) are expected to meet certain 

minimum performance standards such as the levels of profitability and total capacity 

employed. Besides, quotation on the stock exchange enables them not only prestige but also 

raise capital through sales of shares to the public (NSE, 2005). Corporate performance 

research is active in terms of empirical studies but face criticisms regarding its limited 

theoretical foundation and it is narrow focused. The works collected in Harvard Busine s 

Review in measuring corporate performance, including the three ground breaking articles 011 

the balanced score card offer managers' practical guidance for measuring their intangible 

a sets (customer relationships, internal business process and employee learning) and aligrung 

corporate strategy accordingly. The balanced scorecard offer the mo t complete purpo _ 

built application for managmg busine s performance in today' complex and rapidly 

changing bu ine em·ironment. nlike bu me intellig nee, core carding, and dc:ktop 

tools, it combine· performance metric , initiati\'e manag m nt, budg ring and planning. and 

reporting in a inglc, ~ tructurcd cm·ironmcnt (,~toll tcimcrt 2000). 

'lbe m dem :\' • of m a urin compan ' per{; nn nee i b ' b nchmarkin , . 111 t th 

p r:~ rm nc of it in th m indu try. r \\'h) 

rd it, t nd mid IZ m nu 
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enables manufactures to understand how their performance rates within their industry 

segment and identifies opportunities for imprm'em nt. 

The ultimate goal of any organiz, ti n t.' 1 ) m . . ·1mtz n profits while rema111111g cost 

effective. rganization. rc c.u ·u 1 ' .u L ):11ning mp ·titive advantage in the industry 

they arc operating tn. IIi ·hl "' ul I u:m ·ss groups are very aggressive through their 

customer chivt:n nnd uurk ·t lm n trat · 1 ·:s in rcating big markets for their new product 

rang ·sand strvt· ·s (\n"indan. 1997). Therefore, performance in firms may be attributed to 

th<: ov<:mll or •at · ti n u mp cici ene ·s in an industry. 

company'· perfom1ance can also be measured usmg profitability performance ratios. 

The e ratios mea ure how effectively a firm is using its various resources to achieve profits. 

Management's performance is often measured by a firm's profitability ratio. Three of the 

most important ratios used are earnings per share, returns on sales, and return on equity. 

Earnings per share are very important as it helps stimulate growth in the firm and pay for 

such things as stockholder dividends. Return on sales is also very important as it helps the 

firm to measure its returns on sales hence help the company to compete against generating 

income from the sales they achieve (Nickels. 2005) 

However profitability performance may not be the only way to measure the overall 

performance of a firm. Competitive advantage
6 

is at the heart of a firm' performance 111 

compeuu,·e market . Competition 1 at the core of the ucce or failur f firms and 

determme the appropriatene of fl!tn ' acuvrue that can c ntnbut to its p rformanc · 

uch a· innovation a cohe h·e culture, or g od impl m ntacion (Porter, 199 ). mpctitivc 

tratc . i the earch for a fa,·ourablc c mpcciti.Yc p .icion in an indu try, th fund. m nt.l 

arena in which competition ccur · ompctici,· tabli h . profit. bl , ntl 

u t inabl po icion , in t th ~ rcc th t d t nninc indu • comp ·titi n. 'l11 ultim. t 111111 

c mp titiv · i t c p ,,;'th nd id 11• to ch n' rul o c< mp titi< n in um 
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In any industry whether it's domestic or international, or produces a service or a product, the 

rules of competition are embodied in five competiti e forces: the entty of new competitors, 

the bargaining power of suppliers, the threat f substitutes, the bargaining power of buyers, 

and the rivalry among the exist1ng mp ritors 0)ort 'r 1998). The collective strength of 

these five competitive forces d h,·nntnt: rh~ :llrltt of firms in an industry to earn on average, 

rates of return on invcstm ·nt in of th ost apital (Porter, 1998). These five forces 

determine the industry pHl rt.thrlrt · aus · they influence the prices, costs and required 

investments of trtns tn .111 indu try, the clements of return on investment. Buyer power 

influences the prices t11at fum can charge, as well as the threat of substitution. The power of 

buyers can also influence the cost and investment because powerful buyers demand costly 

service. The bargaining power of suppliers determines the costs of raw materials and other 

inputs. The intensity of rivalry influences prices as well as the costs of competing in areas 

such as plant, product development, advertising and sales force. The threat of entry places a 

limit on prices and shapes the investment required to deter entrants (Porter, 1998) 

Other ways in which performance can be measured include the success factors of the 

organization. Some of the fundamental aspects to analyze and determine why some fums 

may win in the market while others loose include the vision and strategy of the firms, their 

assumptions about the future and the unique resources they possess (Rothschild, 1984) 

within the vision and strategy of a firm, Every business that competes in the global market 

must be able to have a vision and a strategy that competes in the global market. vision 
1 

where the company wants to be. While the strategy i what the company u es m order to 

aducve Its objecti,-e . For example the vi ion of Alfred loane who " a th lead r Ulat 

made the General motor into the giant it i today due to hi vi ion. Hi vision and trat 'g)' 

focu cd on providing the public with the tyli tic, quality aut mobil wit11 num 

change made annually at all price poinb. I Ic c tabli hcd each divi ion in each pric an<.l 

tatu egmcm that could run th ir won show and •et capitahz on th volume . dv. nt. , of 

m pr duction. H encoura d comp titi -n amon di,·i ion nd dec ntraliz d d i i 
11 

makin . Iii till u I t <.1. t d pit the fi rc comp titi n in th indu t '· 
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Under the different assumption, a firm may assume how and at what rate the market may 

develop, and also assume that there may be no or minimal changes in technology or that 

there is need to change to the most mod rn te hnology to be more competitive in service. A 

firm may also make an assumption 111 r :ts )[ suppli s which may be caused by the national 

economics for example som • comp.111it':l m:1 11<)1 b · :~.ggrcssivc enough because they assume 

the economy will rcmam as 11 j-; <)f .1noth •r r •nod of say ten years. Other firms may have 

macro environmental :tssuillf tinn lik Ia k of growth by the national economy, or instability 

of the government and this may determine the progress of the business . In regard to 

resources, a firm mar ha' e unique marketing skills, design and product differences 

. 

' 

susta.uung power, production, financial differences, managerial and workforce talents 

(Rothschild 1984). All these may be used to categorize how performance of an organization 

may be used within an industry. 

For the purposes of this study, the concept of performance shall focus on the overall ftrm 

performance these include the sales of the firm, the customs official's efficiency in handling 

exports/imports, effects on market share and personal opinions of respondents on the 

influence of the EACCU on the performance of the respective firms. 

2.7 Regional Economic Integration and Performance of Firms 

In accordance with the standard trade theory, integration whatever it depth improve 

welfare in respective countries provided such an arrangement creates trade, rrun.uru.ze trade 

dl\·ersion, or the trade so created exceed any trade dtver ion that anse from mtegratlOn 

(Mullei 2002). The effect of reg10nal economic integration are either ·tatic or dynamic and 

ari e from re-allocauon of re ource · that follow change that ar driven by incrcas d 

comp tition and incr a sed im· stmcnt . nd gro\\ th. Integration encour. g ttowth b , 

promoting table national macro conomic p lici and rapid accumulation of hum. 11 • nd 

phy ic 1 capit }. Whether the ratic outcome of int • tion rc h nc tci 1 to member 

c untri n the b. I nc bcrn·c n tr. d cr • uon or th pr ducti n 

· nt to m r effici nt m nb nd 

fficicnt m mb r cf 1 i nt m nb 
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represents a move towards a freer trade and greater efficiency that improves welfare, trade 

diversion reduced efficiency and welfare fullei _002). 

The dynamic effects of integration . r g . lunl nnd Ion cr lasting and include greater 

opportunities for the realization of~ . k ( ~· onomi ·s, in .rcascd efficiency enhancing intra

union competition, captttl lffll,llic n through r ·du lion in trade barriers, technology 

transfers and diffu~hm. 111 r .,,, ·d marginal product of capital, the side effects of export 

growth and the hi her ltk ·lih d of influencing terms of trade faced by the union members 

through gr up acti n ·. The e d ·namic effects are more efficacious in their impact on 

economic grO\ th and welfare and other stronger arguments for regional integration (Ngeno 

et al2002). 

The benefits of regional integration include scale effects and competition, improved terms of 

trade and its effects on foreign direct investment, location, and trade effects. For instance 

intense competition within a bloc has potential of inducing non-member countries to reduce 

prices of exports to the bloc and improve terms of trade within the bloc. Regional 

integration has costs associated with it such as the loss of national sovereignty, creation of 

internal tensions and resentments where unfair distribution of integration benefits and costs 

results. Whether regional integration improves or worsens the intra regional trade depends 

on the characteristics of the member countries and the design and style of the integration 

scheme (Mullei 2002). Africa has been a pioneer of regional integration. Prom the AC 

establi hed in 191 0, through the historic Pan Afncan Congre e to the fir t regional 

federations, the _.\frican trade mtegration ha included numerou arran ement at r ·gional 

and ub regtOnal leYel ; the Lago plan of action followed by th 1991 Ahuja treaty, 

e tabli ·hed the A c7 with ub regional economic communities emi ag d a · rh building 

block for the \ • C 'ang &Gupta 20 5). 

Re · nal inre r, ti n in hast \frica ha a 1< n hi tory Ken •a nd. nd T n7.. nia h. ,. 

nj • d cl 1 indu trial culm I n I hi t ric ti . (L akurw t 1 2 12). lniti. l 



mtegration was evident as early as 1919 geno et al 2002) prior to 1960 East African 

Regionalism included the Kenya Uganda Railwa in 1897-1901, the establishment of the 

customs collection center in 1900, and th £ rm. rion of th East African Currency Board in 

1909. The court of Appeal for F. r m \ n :1, I 0 , n ustoms union in 1919, the East 

Africa Governors conferen c in 1 < (, th l':tst A fri an Tax B ard and the Joint Economic 

ouncil 1940. In the post 1< ,tJ p~ri d. th b1st Afri an ommon Services Organizations 

Agreements that w ·r · 111 m · c '< t th 1961 1966 periods. An East African Treaty was 

signed in 1967. ·st.thltshtn th T· a t fncan High Commission, the East African Common 

Services r •aniz.tU n and the a t fncan Community (Lyakurwa et al 2002). In 1997 a 

stumnit of the h ad· of tate from East Africa launched the first East African Development 

strategy, , hich recogruzed the importance of market mechanisms, the private sector, and the 

civil ociety in an· future cooperation. It identified areas for regional cooperation such as 

political, economic, social, cultural research and technology defence and security, legal and 

judicial affairs, finance and trade. 

Integration generates positive trade and location effects. This is an outcome of changing 

relative prices that follow a lowering of tariffs and imposition of a common external tariff 

within member countries. Imports from member countries become cheaper. When the 

prices are accompanied by shifts in patterns of demand and output levels, the outcome ha 

greater potential of generating trade diversion rather than creation. Imports from non

member countries tend to fall without any compen acing increa e from intra bloc source . 

s regional integration affects the overall trade performance of member countric , 1t al·o has 

an effect on the performance of any 10dustry within the memb r tat . Because Integration 

lead to economic actlnty reallocation, indu trial/ manufacturing activity incr •asc in 001 

countrie a it fall 111 other . 'lb.i therefore aff, ct intra bl c income lc,·cl and g ncrat 

Jo er and winner both of whom h:we to be hand! d car full •. It e.·tcnd t th lc\' 1 of the 

cc nom , and h nee h. an impact on the O\ crnll per£ rmanc f the firm . nd/ or indu 1 , 

p cific the countn al fum in th m mhcr 
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CHAPTER THREE: RESEARCH METHODOLOGY 

3.1 Research Design 

A case study wa. adopt ·u r thi: ' tud a· the targeted edible oil firms had certain variations 

and wer · div ·r~ · Il l lh •tr 1 r rmanc ·in relation to the customs union protocol. The frrms 

s le ted in th · a·· w r ·tuched b th before and after the customs union was established 

hen · the cu · ~ i · a longrtudinal study. The case study allowed in-depth investigation to 

determine the exact influence of the customs union 

3.2 The Population of the Study 

Being a case study, the population comprised of only two large edible oil firms in Kenya, 

who are listed and classified as Edible oil manufacturers in the Kenya Association of 

Manufacturers (KAM) directory. The two firms were selected through the use of 

convenience sampling. This was done by sending out requests to four firms and only two 

were willing to be studied. These two firms are engaged in the export business and were well 

informed on export and import procedures. 

3.3 Data Collection 

Data was collected using a semi-structured questionnaire (see appendix) and was sent by 

email and hand delivered to the respondents. The questionnaires were self adrnini tered by 

the re pondent. The respondent were senior manager who are involved in th policy 

making proce (the Chief xecutive officer , the ·xecutive Director, the neral fanag r) 

. nd the middle lc\'el manager \Vho arc uwoh-cd 111 th poltcy unpl m nt c (the sale· and 

marketin mana r, the trategic corporat manager and th export mana cr ). 
.• h qu t1 nna1r contain d th thr c £ llm : th fir t cri n contain d the 
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Section three looked at the lev~ls of satisfaction and challenges the company faced during 

the implementation of the customs union a w ll as recommendations from the respondents. 

3.4 Data Analysis 

Content/ ualitativ · n. ln•1. \\a: u · ·d to determine the influence of the East Africa 

ustoms union n. th · [ ·r rman • of the edible oil firms in Kenya. Content analysis is any 

tcchnit}U · £ r makm mferences by objectively and systematically identifying specified 

chara tcristic · f me· age . 

The table below shows how the variables in the study have been operationalised. 

Table 3.1: Operationalisation of Study Variables. 

Operationalisation Question items 

Total sales in K.Shs What were the total yearly sales 111 Kenya shillings from 

Uganda and Tanzania respectively? 

Total sales volumes ill What were the export volumes from Uganda and Tanzania 

tones respectively? 

Market share Is there increased competition in the industry from imports 

from Uganda and Tanzania respectively 

Customs efficiency and What is the perception of the performance of the firms in 

effectivenes relation to customs officials at border points and peed at 

borders 

Re pondent 
.. 

What are the implications of article 5, 11 and 13 to the £i.rm oplllion on 

performance performance of the finn 

Chall n and bene£it of What are the benefit and chall n to th finn ·' 

. \ to th firm p rfonnanc me impl m ntatl n ofth '. \ ? 



CHAPTER FOUR: DATA ANALYSIS AND FINDINGS 

4.1 Introduction 

The purpose of thts stuuy wx· t d ·t ·rminc the influence of the East African Community 

ust ms nwn n th · p 'tC rmance of selected firms in the Edible oils industry in Kenya. A 

cas· stud f h c m.parne was adopted and both companies returned the questionnaires. 

The result· f the in,·e tigation are presented below. 

4.2 Company demographics 

This section presents the characteristics of the companies in the study. 

The findings of the study show that under the Year of establishment: one respondent 

company was established in the year 1977 while the other was established in 1985. This show 

the companies have been in operation for more than 20 years in Kenya. In regard to the 

Nature of ownership, one respondent company is locally owned while the other is foreign. 

In regard to the Branches/affiliates that are based outside Kenya, one respondent company 

has affiliates outside Kenya while the other does not. On the question of the Number of 

employees, according to the categories of sizes given the ranges were between 1-200 people 

which were classified as small, 200-400 medium and 400 and above as large, therefore from 

the re ponses, one respondent company is medium ized while the other is large. In regard 

to the umber of edible oils brands; brands listed by each of the company's shows that they 

manufactured not less than ten edible oil brand . While in respon e to the Brand exp rted: 

the re pondent companie indicated that the locally owned company had only on brand t 

export \Vhile the other wa exportlng three brand . 

4.3 Pr£rmn fth mpany 

' l hi cu n t direct cxp rt , I ' 'olum , nd .lc in K n '• hillin rom the 

mcnt o th p r orm. n c of the um in 1 tm 

nd e p rt to th t 1 h( 



confidentiality of sales data from private compames, this information was withheld and 

hence could not give a quantitative performance analysis. An estimate of the sales volumes 

was given by each respondent compan r t h lp establish if there was any performance 

change of the company. In , dditi n t th qu:~ntitative information this section sought to 

get, there was also need t t 1u. ht.\11 p •rformancc. This was given through checking on 

improved mark t sh·11· · wh ·r · n' r • ·p nd ·nt company agreed that there was a fair 

rmprovcn ·nt a~ tlt · 1 \ had i ·n it a larger market to cover while the other said there 

was a > 

4.4 Effect of th EACCU to the firm's performance 

This section covered a comprehensive qualitative analysis of the company's performance 

following the EACCU. The ranking scale was used to get the following results. In regard to 

the Understanding of the EACCU: one respondent company (foreign owned) gave a brief 

e>..'Planation of EACCU as simply as "the creation of an expanded market' for their products 

while the other gave a detailed explanation of the EACCU as the third stage of economic 

integration after PTA and FTA followed by the common market and argued that real 

economic integration would commence when the EACCU was fully operational after the 

completion of the transitional process. This indicates that the respondent companies were 

fully informed of the existence of the EACCU as well as the benefits and challenges that 

accrue from the customs union. When asked about what they would perceive as the effects 

of EACCU on the performance of their firms; both respondent companies' gave a node on 

better performance after the customs union. 

In regard to the que tion on enhanced cro border trade, efficiency at the custom offices, 

clearance co t and increa e peed at the border p in both re pondent compani " er 

unhapp \Vith the crnce offer d a the complamed of unavatlabilit:y of d cumcnt. tlon 

l . ding bu in ·m n to u e ld d cument r f • .\ rclat d d cum nt ·uch as the 

c rtific t of rigin, thi m turn ha l d t d lay 

b . th 

bu in b; . nz 111 n uth riti 

hich i 

of bu ·in .. 

- men n m th 

nd int , n n pn 



companies also stated the lack of knowledge by the customs officials on the new regulations 

introduced by the EACCU this is to mean that there is lack of harmonized interpretation on 

customs regulations which is also a hindran t impr ved business. 

In regard to the issue lum ·s, profits and increased market share, both 

respondent compani ·s g:w I\ •r •nt i •w '. Both company's were optimistic on all the areas 

menti ned but with v.u-vm d · r •cs. Both were agreeable to increase in sales volumes, 

pr Gts as wc:ll n · th market hare due to the enlargement of the "domestic" markets which 

covers an area f 1. trull.ton Kilometres squared with more than 88 million people which 

has led to generation of larger sales due to larger markets, use the opportunities to maximize 

on economies of scale for larger/ mass production. This has also been due to reduced and 

elimination of internal tariffs. 

In response to the effects on Article 13 of the protocol about the non-tariff barriers, the 

respondents were very unhappy with the various Non tariff barriers that are in existence. 

They stated some of the NTB's as the lack of relevant and inadequate documentation for 

clearance at the border points, bad infrastructures such as bad roads and communication 

networks while transporting goods from one country to the other, lack of well informed 

customs officials at the border points, the business visa introduced by the Tanzanian 

authorities for entry into Tanzania. In regard to Article 5 of the protocol the partner states 

did not exchange information relating to customs and trade and that there was no 

harmonized system to facilitate the sharing of customs and trade information. This therefore 

led to slow services at border points and forms of demurrage. 

In re pon e to the main differences between the period before and the period after th 

unplem ntauon of the \CC , the effect of the performance of the compan and the 

benefit and challenge the company 1 expenenc111g ince the unplem ntati n, th 

com pan •' had Yariou '\'ie" . De pit nenc111 benefit· uch a 111cr a 111 sal s • nd 

for their o ds, th c mp. n •' fac d . thr at n thc1r go I by the 

import into the K nyan mark t · • ndan m. rk t which h d b n ,. ry minim. 1 

b nt. n n f 1 m nt th t the K n n ftrm t m 

th w 1m• tm nt t n pr du tivit • to m t h th 



expectations of external and internal markets, that is, to increase competitiveness. On 

respondent company was also very agitated by d1e issue since his company has had to reduce 

prices owing to increased competition. 

From the study, the rcsp nd nt l m1 . nt 'S r' 1mnended the need for the partner states to 

look at the lon t ·rm 1 n • 1ts .tnd a id th ~ short term in the implementation process as 

they wcr · t ·a tin' t th · l"anzaruan government of going against the EACCU. They also 

recomm ·nd ·d th n d t end all non tariff barriers as they have gready impeded business. 

Th ·y al· recomtnended the need to have informed and educated customs officials at all 

border point· a ell as use computerization process to increase efficiency at the borders 

giving the example of the E . The issue of electricity/ power generation arose citing the 

need for the three partner states to come up with an effective way of making a cost effective 

power supply for the region. In general the respondents were eager to see the success of the 

EACCU as this meant better business for their companies. 
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CHAPTER FIVE: SUMMARY, CONCLUSION AND 

RECOMMENDATIONS 

5.1 Summary and Con lu. i n 

The resear h findings ,, · l n 0 

detetmin · th · influ ·n · that th 

industry. 

ussed in terms of the research objective, which was to 

has on the performance of the Kenyan edible oils 

These re ·ults indicate that the establishment of the EACCU has provisions, opportunities 

and challenges that have an impact to business in the East African region. The respondent 

companies were engaged in exports to the East Africa region, were fully aware of the 

EACCU and were already tapping on the meaningful benefits that came along with the 

EACCU. The results indicate that the EACCU has given major benefits to the edible oil 

manufacturers such as in the increase in sales volumes, profits and market share. Despite the 

valuable benefits accruing from the EACCU, the challenges are also giving Kenyan edible oil 

manufacturers a run for their money due to the increase in competition and loss of markets 

in their own country such as loss of market in western province of Kenya to the Ugandan 

manufacturers. 

From the findings of this study, the Kenyan companies must maximize on efficiency and 

effectiveness, pricing as well as marketing and promotions for them to remain competitive 

and relevant to the Kenyan consumer. This is due to the increased competition emanating 

from the gandan edible oil import into Kenya. It is al o evident that there i need £ r the 

!.:.1\C partner tate to u e harmoruzed y tern , adequate documentati n, educate thcu 

cu tom officials on the CC 1 regulation and henc avoid unnece ary d lay at the 

b rd r point . Th tudy also rnrucatc that th re 1 great n ed to n ur adcquat 

communication/pa ing of information am ng tall th authoritl 111 th partn r ·tat · rhc 

n d t > ehminar ,·ariou n n tariff barrier i · p. r. mount . thi c. u 

In c n lu i n th h t\·cn th Ken •an 

n · pr lu t u th < r m p o lu ti lll n l 



hence experience improved economies of scale. The EACCU has also created a high level of 

competition between the companies in Kenya as well as those in the partner states. This is 

beneficial to the consumers and the entir ast frican economy. Although the edible oil 

manufacturers will face int n mp titi n fr 111. the intra regional trade, the EACCU has 

and will continue , d mp lltt n rom th 'r edible oil manufacturers outside the EAC 

region due to .E'J'. In turn thL' " Jll th~ EAC edible oil manufacturers a good ground 

forint ·rnntionnl . H'll( ·Lit..i 11
9

• nus therefore gives EAC manufacturers in general a brighter 

futur · [or · · pansi n bu ·ille in the region and beyond both in terms of business 

turn v ·r and the quality of products. There is an increased industrial investment response to 

the new opportunities created by the EACCU dispensation since some of the companies 

have already begun establishing branches in the other partner states. 

From the implementation of the EACCU, Every business must be able to look at the costs 

and the benefits accruing from it. The edible oil manufacturers for example are already 

experiencing numerous benefits from the EACCU but will also have to do absorb costs such 

as expenditures on new investments to improve productivity, reduced prices on products, 

and marketing and promotion expenditures amongst others. All in all, it can be said that for 

any company or business in a competitive market that is planning to flourish, must be able 

to deal with the opportunities and the challenges in the market. 

The benefits of the EACCU to the edible oil manufacturers are more than the challenges, 

which is a good indication of the influence that the EACCU has on the Kenyan Company' . 

Despite the ensuing challenges, the EACC is an adequate entry point into deeper regional 

illtegratton and also an important tep for realizing the vi ion of an enhanced tandard of 

li.-ing and improved welfare for the whole population in a t Africa. 

5.2 R mm ndati n for P licy and Pra tic 

th. t the c t bli hmcnt of the l-:1 t \fric n mmuni · . nd th l:.A 

' rd o · 1 d pm nt for th 1 t \fric. n p 



therefore an effective tool to improve the living standards of the East African people. From 

this study, I recommend the following to ards policies and practices: 

There is need to eliminate all exi tin n Tariff Barriers as stipulated in article 13 of the 

EACCU which arc a maJ to d business in East Africa. This can be done, for 

example, by ·nsurin' nil ·l·, .tnt d< um ·nts arc available to the businessmen at the border 

p ints su h as l in ttl du in th ' A certificate of origin to facilitate improved trade. 

secretariat hould work in consultation with the business community as well as 

other stakeh lder such as manufacturers and the national government bodies such as 

Revenue authoritie , linistries of Trade and Industry in the partner states to modify the 

C competition policy that will promote fair competition amongst companies from the 

partner states and hence to give the East African people better quality products and services. 

There is need to educate the customs officials at all the border points to enable them to 

exercise the policies within the EACCU effectively and efficiently. Partner states should 

adopt a common educational programme for educating all the customs officials. _. AC 

secretariat should also increase sensitisation-training sessions for their officials as well as the 

partners' states revenue authorities' officials to ensure a harmonized informative system is in 

place to facilitate the sharing of trade information. The EAC partner states should work on 

the computerization of procedures and processes which are vital in faster cross border 

services to ensure faster efficient and more effective services. 

The partner tate should follow the CC ince they were all participant in it creati n 

and becau e they are ignatorie to it exi tence. The three partners have a ital rol t pla 

to en ure that the CC becom a real.tty. Thi 1 of th rcc nt 

d fi nc by th Tanzanian government t mtr duce a 10% 1mp rt du , on crud p. 1m u 
durin th bud haYin an unc mp uti pnc t g n th fim hcd 

pr due . rlbi th rcfor a in t th alr , dy , gr d up n .:r. P. rtn r n cd t 

kc p c m. kin . 1:.1\ 

r c mpl in ' th th nt. 



5.3 Limitations of the Study 

The data collected was not fully resp nst 

confidential and therefore th rc pond nts 

ns s me companies held certain information as 

uld n t disclose their exact sales levels/ figures 

hence some of the que cion: w r t mitt d. lt is also difficult to determine whether the 

targeted respond nts wh w 'I th · nior management and middle level managers are the 

ncs who filled in th · 1u · · · nnair · h •nee may have some level of bias. The study However, 

thcs · lirnitatl )11 · dld n l aff. l the final qualitative analysis of the study. 

5.4 Sugg 'tion for Future Research 

The finding in this research are limited to firms in the Edible oil industry and the findings 

cannot be generalized to other manufacturing sectors. There is therefore a need to replicate 

this study in other sectors of the manufacturing sector as well as different areas of the 

economy. 

Future research should also focus on the influence of the EACCU to other sectors in the 

economy in the three partner states and not only in one partner state as was the case in this 

study. 
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APPENDIX 1: LETTER OF INTRODUCTION 

Date ... 

car Respond ·nt. 

AIRE 

1 am a student at the ruversity of Nairobi currendy undertaking an MBA degree 111 

Internati nal Busine . 

Plea e find attached a questionnaire for you to fill. 

This questionnaire is designed to gather information/ data that will enable me to determine 

the influence of the East African Community Customs Union on the performance of firms 

that are in the Edible oils industry, of which your company is enlisted. 

The information collected will be used for academic purposes only to write an MBA 

International Business project, which is a requirement for the fulfillment of the Master of 

Business Administration Degree. 

The information you will give will be treated in total confidence and the results of the study 

will be available to you upon your request. 

Your cooperation in this exercise will be highly appreciated. 

Thanking you in advance. 

Yours incerely, 

Sofia Njagi 

Tel. No. 0722-787283 or 3748338/9 

Fax:3746992 

mail: ophi _ka ni@yah .com 



APPENDIX 2: QUESTIONNAIRE 

For Senior Management Staff/the Policy Makers (The Chief Executive Officer, the 

Executive Director, Senior orp r. t Ln. g r, and d1e eneral Manager) and the Middle 

Level manager (the S. 1 'S • n l m. rk 'ting managers, export managers, the strategic 

manager's corpomt · m. n.t, ·rs) 

KinLliy nnsw ·r th 11 '·m que t.i ns by giving all the details .in the spaces provided. 

Section : Compan D mographics 

1. ame of the company 

2. Year of Establishment .................. .. ................................................... . 

3. Position of respondent .in the company 

4. o. of years the respondent has worked for the company 

5. What i the nature of owner hip: tick appropriately 

Local [ ] 

For ign [ ] 

ub idiary [ ] 

thcr ( p cify) [ ] 

6. ur comp n ' h. ,. br nch / ffili t ut id K ny. 

[ l I I 

7 



If yes where else: name all other countries 

O O O O 0 1 0 t 0 t 0 0 0 t 0 0 0 0 0 t 0 0 t 0 0 t • t 0 t t 0 0 t 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 o 0 0 0 o o 0 0 0 0 0 0 0 0 0 0 0 0 0 0 0 o o ~ o 0 o 0 o 0 0 o 0 0 0 0 o o o o o 0 0 o o o o 0 0 

7. What's the t tal number of employees in your company? 

••••••••••••••• •••••••••••••••• 0 •••••••• 0 •••••••••••••••••••• 0 •••••••••••••••••• 0 ••••••••••••• 0 •••• 

• ••• • •• • •• • •• • •• • •• ••••••• ••••• ••• ••• • ••• •• • ••• 00 •••••• •••••••••••••••••••••••• 0 ••••••••••••••••••• 

8. Indicate by listing all the number of the Edible oil brands your company 

manufacturers 

• 0 •• ••• 0 ••••••••••••• • 0 •••••• 00 ••••••••• •••••• 0 •••••••• 0 ••••••••••••••••• 0 •• 0 •••••••• 0 •••••••••••• 0 

•••• 0 •••••••••••••••••• 00 •••••• 0 •••••• •••••••••••• • ••••••••••• ••••• 0 •• 0 •• ••••••••• 0 •••••• •• •••• 00 •• 

• ••• • •• •••• •• 0 •••••••••••••• 0 ••••••••••• 0 •••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 

9. Name the Edible oil brands listed above that your company exports to EAC 

Edible oil brand name Exports to Uganda Exports to Tanzania 



Section B: 

The performance of the company 

1. What were your total yearly , lcs in 1' nya hillings and total export volumes from 

your exports to U gand. ? 

~ 

.ll ' h Sales volumes in Tones Year tn 

2 oot -

200 

2003 

2004 

2005 

2006 

Total 

2. What were your total yearly sales in Kenya shillings and total export volumes from 

your exports to Tanzania? 

Year Sales in Kshs Sales volumes in Tones 

2001 

2002 

2003 

2004 

2005 

2006 

Total 



3. How much corporate taxes and duty did your company pay in the period 2001-to 

date? For exports to gnnd!l . n l T. m~ania nly? 

Year orpor;\t ta Import duty Excise duty 
f-
2001 

2002 

200. 

2004 

2005 

2006 

Totals 

Please indicate any other duties you pay 

4. How would you rate the improvement of your market share after the year 2005? 

1. poor 

2. Good 

3. Fair 

4. Best 



Section C: Effects of East African Community Customs Union to the firm's 

performance? 

1. What is your understandtn rh' ht\ ustoms Union? 

0 •••••••••••••••••••••••••••••••••••• 0 ••••••••••• 0 •• ' •••••••••••••••••••• • •••••••••••••• •••••• •••• 0. 

2. What do ·ou perceive the East African Community Customs Union to have on the 

performance of your organization (tick appropriately and note that rating scale is as 

from 1-4 where 1 is the best improvement while 4 is the least improvement on 

performance): 

1 2 3 4 

a. Promote regional trade in EAC [ ] [ ] [ ] [ ] 

b. Enhance cross border trade [ ] [ ] [ ] [ ] 

c. Increased sales volumes [ ] [ ] [ ] [ ] 

d. Increased profits/ revenues [ ] [ ] [ ] [ ] 

e. Increased speed at borders [ ] [ ] [ ] [ ] 

f. · fficiency at cu toms office [ ] [ ] [ ] [ ] 

g. Change in clearance co t [ ] [ ] [ ] [ ] 

h. Incr a d mark ·t har in I• \ .. [ 1 [ ] I 1 l I 



"According to article 5 of the protocol; the partner states shall exchange information on 

matters relating to customs and trad . nd in particular; the prevention, investigation and 

suppression of customs offen c . nd th ' p mti n of a harmonized information system to 

facilitate the sharing of ust ms ;1 nd tr:1d 'in~ rmation. 

3. l o you think thi · h.t · b ·n done t assist exporters in the export business? (please 

ti k Hp t pnat ly) e [ ] No [ ] 

lf e·h , ? 

If No, what do you think needs to be done? 

"According to Article 11, of the Customs Union protocol. 

"The partner states agree that upon the coming into force of the protocol and for the 

purpose of the transition into a customs union: 

1) Goods to and from the Republic of ganda and the nited republic of 

Tanzania shall be duty free; and 

2) Goods from the Republic of ganda and the United Republic of Tanzania 

mto the Republic of Kenya shall be duty free; and 

3) Good from the Republic of Kenya into the Republic of ganda and the 

ruted Repubhc of Tanzania hall be categorized a folio\ : 

a. ate hall b ell blc for unmecliat duty fr tr aun nt; 

and 

b. _at ory B good , which h.ll b li 'ibl ~ r gr. du.l t riff r duction 

) ry B •ood frorn th R public of K n •. int th R publi o 

h ll hav ph. out t. rif rcducti n peri d of fi,· r for ll pr 

f, 11 w ; 



a) 10% during the fist year 

b) 8%during the s c nd year 

c) 6° 'o during th third year 

d) 0 o during t h ~ urth year 

) .
0 o lurin) th • fifth year 

~ o th ·r ·after," 

4. Wh ·r d ' ur mpan · ·xport goods fall in category A orB? 

5. What are the implications from this article to your fum and to what extent has this 

affected your firm's revenues? 

ccording to Article 13 of the protocol; " Except as may be provided for or permitted by 

this protocol each of the partner state agree to remove, with immediate effect, all the 
eXlsting non- tariff barriers to the importation into their respective territories of good 

onginating in the other partner states and thereafter, not to impo e any ne'l: non tariff 

barrier ." 

6. Ar there any non tariff barrier that you exp ncnce '1: htlc xport to ganda anc.l 

Tanzania? Y [ ] o I l 
I• plain ;\ ith ampl 

I I I I I e t t e Ieee t e t tIe e Itt tete tee I t t t t t t t t tIt I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I I It I I I I I I I I I It I I It I I t t I I 

............................................................................................................ 
············································································································ 



, 
•••••••••••••••••••••••••• ••• ••• ••• • • • • • • ••••••••• • •••••••••• • • • •••••••••••••••••••••••• 0 ••••••••••••••••• 0 0 

7. E},.'Plain what you have observed as the main differences between the period before 

the customs union implementation and after the customs union came into force 

8. In your opinion, has the EACC led to better performance of your company? 

Yes ] No [ ] 
Explain 

....................... 0 •• 0 •• • •• 0 ••••••••••••••••• 0 •• 0 ••••• 0 ••••••••••••••••••••• 0 •• •••••••• 0 •••••••••• 

............... ••• 00 • •••••• ••••• ••• •••••• •••••••••••••••••• 0 •••••••••••••• 0 •••••••••••••••••••••••••••• 

••••••••••••••••••••••••••••• •••••• •••••••••••••••••••••••••••••••••••••••••••••••••••••••••••••• 0 ..... 

.............................................................................................. ·········· 

...................................................................................................... 

........................................................................................................ 
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9. What are the benefits and challenges your fum has faced since the coming into force 

of the EAC customs union? 

Benefits 

........ ...................... ...... ................. 0 •• 0 •• 0 •••• •••• 0 ••••• 0 • •• ;, 0 ••••• 0 •••••••••••••• 0. 

Challenges 

10. Are you aware of any edible oils imports from ganda and Tanzania into Kenya? 

Yes [ ] No [ ] 

If ye , name the brands and explain the effect 

............................................................................................................................................................. 
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............................................................................................................................................................. 
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. ··· ·· ······················ ··· ······ ························································································································· 

11. In your opinion, is there increns d omp tition in the edible oils industry in Kenya 

due to the customs uru n tmplc.:rn 'ntntion from the other companies in EAC? 

Yes [ 1 
I ~xplnin 

No [ ] 

12. Has the EACCU made the importation of raw materials and other inputs used in the 

production of edible oils easier? Explain. 

13. In regard to all the above challenges and benefits accrued from the implementation 

of the customs union, what are your recommendations? 

····························· ····· ·········· ·········································································································· 
...................................................................................................................................................... 
...................................................................................................................................................... 
...................................................................................................................................................... 



APPENDIX 3: LIST OF COMPANIES LISTED IN THE KENYA ASSOCIATION 

OFM ACT RERS (KAM) DIRECTORY: 

1. Bidco il Rcfin n sIt 1 

2. Giloil Comp. n It I 

3. [ apn il l ' Ill 'fl ' J td 

4. M ·n ·nga.i tll finerie Ltd 

5. I alma 11. Refineries Ltd 

6. p., ani il Products Ltd 

7. rkay indu tries Ltd 

8. Diamond Industries Ltd 


